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INTRODUCTION 
 
It appears that the Industry Commission terms of reference will include a review of (among other 
things) the appropriateness of the present taxation treatment of charitable organisations.  It is uncertain 
exactly which taxation treatments might be reviewed.  However, at a federal government level, a 
review of the current taxation treatment of charitable organisations could refer to a review of the 
following taxation measures: 
 
· sales tax; 
 
· the superannuation guarantee charge (although in this area there are currently no exemptions for 
charitable bodies); 
 
· the training guarantee levy; 
 
· fringe benefits tax; 
 
· income tax exemptions under section 23 of the Income Tax Assessment Act (ITAA); and 
 
· the deductibility of donations made to these bodies under section 78 of the ITAA. 
 
This paper will concentrate upon the effect upon charitable bodies of both changes to the exemption 
under section 23 and the deductibility of donations under section 78.  It is expected that results similar 
to those obtained from looking at the effect of sections 23 and 78 would be obtained if similar research 
was done into other available exemptions. 
 
The theme of this paper is that it is important for charitable bodies potentially affected by changes to 
the above legislation to calculate their own estimates of the effects that such changes (particularly loss 
of exemptions) would have upon their capacity to carry out charitable functions.  If it is desired, the 
results of these calculations could then be submitted to the Industry Commission. 
 
The paper is divided into four parts.  Part I outlines the method used by the author to calculate the 
effect upon charitable bodies of alterations to sections 23 and 78 of the ITAA.  This method could be 
followed by any charitable body wishing to prepare its own calculations.  Alternatively, the charitable 
body may wish to consider consulting an accountant to perform the calculations. 
 
Part II details the results obtained by the author from an investigation of the accounts of seven 
charitable bodies.  Some of these bodies received government grants and all of them relied upon 
donations to some extent to meet their running costs.  The results include calculations based on "what 
if" scenarios reflecting the possibility that donations to charities may decline if current taxation 
deductions were repealed. 
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Part III of the paper raises some other issues for charitable bodies to consider in relation to any 
submission they make to the Industry Commission on the review of current taxation treatments. 
 
Part IV of the paper provides a summary of the author's conclusions and recommendations to 
charitable bodies in relation to the possible review by the Industry Commission of the current taxation 
treatment. 
 
PART I - HOW TO CALCULATE THE TAX EFFECT UPON YOUR BODY 
 
Charitable bodies stand to be affected by a review of their current taxation treatment.  In light of the 
funds generated by some charitable bodies it is easy to "understand the Commissioner, like Cassius 
looking lean and hungry at this pirate's gold."1
 
 
The author believes it is important for charitable bodies to understand the effect that taxation changes 
may have upon their organisation.  If it is desired, this information could be submitted to the Industry 
Commission.  This Part outlines the basic steps that a charitable body could follow in order to prepare 
such information. 
 
The form attached as Appendix 1 is the basic starting point for calculating the amount of tax that a 
charitable body would pay if the section 23 exemption were removed. 
 
When completing the form on the Appendix the following steps should be taken: 
 
A. At item A show the accounting profit of the body before tax. 
 
B. At item B the following items are "added back": 
 
 · items for which expenses have been shown in the accounts, but which are not deductible 
for taxation purposes; and 
 
 · items which have not been included as income in the accounts, but which are assessable 
for taxation purposes. 
 
 Common examples of these would be: 
 
 · increases in holiday, long service leave etc provisions during the year; 
 · assessable capital gains not included in income; 
 · non-deductible accrued expenses at year end; and 
 · increases in other provisions during the year e.g. provision for bad debts. 
 
                                                     
1 Tweed Heads Bowls Club v FCT 92 ATC 2087 per Dr Gerber at p.2097. 
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 This is not meant to be an exhaustive list.  The list of items that the charitable body will "add 
back" will depend upon the activities it carries on. 
 
C. At item C the following items are "taken off": 
 
 · items which have been included in accounting income, but which are not assessable for 
taxation purposes; and 
 
 · items which are deductible but which have not been shown in the accounts as expenses. 
 
 Common examples of such items include: 
 
 · non-assessable capital gains; 
 · decreases in employee provisions during the year; 
 · decreases in other provisions during the year e.g. provision for bad debts; and 
 · deductible prepaid expenses at year end. 
 
 Once again, this list is not exhaustive and is only an example of the sort of items that might be 
"taken off".  The items that should be "taken off" will be specific to the organisation. 
 
 If the current taxation treatment of charitable bodies were to be changed there are many possible 
versions of the final product.  One of the matters which would need to be considered is whether 
government grants/subsidies given to charitable bodies would or would not be exempt from 
income tax.  For this reason the author has calculated the effect upon the charitable bodies 
examined under both scenarios. 
 
D. Calculate the taxable income figure being A + B - C. 
 
E. This item calculates the tax payable by the organisation.  It is calculated by multiplying 33% by 
the taxable income figure obtained to get the amount of tax that would be paid by the body.  This 
is based on the assumption that charities would be taxed at the same rate as companies.  The 
taxation rate applicable to charitable bodies is something which may also need to be considered 
by the Industry Commission.  However, if the exemption were currently removed and there was 
no change to current taxation rates, the applicable rate in many cases would be 33%. 
 
The above steps will have provided the tax payable figure for the charitable body.  The steps to be 
taken from this point will be specific to the charitable body in question.  In general terms, the final two 
steps would be: 
 
1. Work out the effect upon the ability of the organisation to provide services if tax was payable.  
The way this is done will be specific to the organisation in question.  People within the 
organisation will have some idea or formula for how to calculate the decrease in services able to 
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be provided if this amount of cash were required to be paid as tax instead of utilised to provide 
services.  Further, the organisation will also have some idea of the point at which it can no 
longer function effectively. 
 
2. If desired, the charitable body could also perform "what if calculations" to calculate the effect 
upon the organisation of people ceasing to make donations because entitlements to deductions 
had been repealed. 
 
 If the charitable body decides to calculate the effect of diminished donations as a result of the 
removal of the deductibility of donations it is necessary to exclude from the calculations any 
gifts made from deceased estates.  Such gifts must be excluded as they are not currently 
allowable deductions. 
 
PART II - THE RESULTS 
 
This part outlines the results obtained from a review of the effect of paying taxation upon seven 
charitable bodies.  The organisations reviewed were mainly in the "health care" industry. 
 
Charitable organisations are in the "business" of providing services to people.  It was expected that if 
they were required to pay income tax upon taxable income, their ability to provide these services 
would be reduced.  The results of our research into the effect upon the charitable bodies reviewed 
supports this conclusion. 
 
How was the effect calculated? 
 
To calculate the effect upon the charitable bodies reviewed the steps outlined in Part I were followed.  
As discussed in Part I, two different scenarios were considered as follows: 
 
1. charitable bodies were taxed in the same way as normal taxpayers and all income including 
government grants and subsidies was assessable; and 
 
2. charitable bodies were taxed in the same way as normal taxpayers except that government grants 
and subsidies were not assessable i.e. they were exempt income. 
 
After these 2 scenarios were calculated, the results were further broken down into "what if" scenarios 
based upon the alteration of the deductibility of donations under section 78. 
 
The following "what if" scenarios were used.  All scenarios were based upon the assumption that 
deductions for donations were no longer available. 
 
(a) what if donations remained at current levels; 
(b) what if donations fell to 75% of current levels; 
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(c) what if donations fell to 50% of current levels; 
(d) what if donations fell to 25% of current levels; and 
(e) what if donations fell to nil. 
 
Wherever possible, donations to organisations which were bequests were removed as no deduction is 
currently available for such gifts.  There is no Australian research available on what is likely to happen 
if the deductibility for gifts under section 78 is removed.  The author believes that charitable bodies 
would be affected differently by such a change depending upon factors such as how "worthy" their 
cause is perceived to be, the method used by them to encourage donations and the size of donations 
usually made to their body.  It is for this reason that the calculations for the various scenarios outlined 
above were followed. 
 
It was then necessary to calculate the effect upon the organisations ability to provide services.  For 
want of a better starting point, it was assumed the organisation's total income was the measure of the 
organisation's ability to provide services.  In each scenario the total income available to the 
organisation was reduced by both the income tax payable and the decrease in donations to the 
organisation to calculate the percentage decrease in income available to provide services. 
 
As discussed previously, the people within charitable bodies will probably have their own measures of 
the likely decline in services resulting from a decline in available funds.  Such measures should be 
used wherever possible instead of the measure used in this paper. 
 
The results of the reviews of the effect on charitable bodies of taxation alterations are attached as 
Appendices.  The seven bodies are known for confidentiality reasons as alpha, bravo, charlie, delta, 
echo, foxtrot and golf.  Appendices two to eight show the effect of taxation changes on the individual 
charitable bodies.  Line A on the graphs shows the decrease in available income if grants are exempt 
and line B shows the decrease in available income if grants are not exempt.  Appendices nine and ten 
summarise the results for all the bodies. 
 
The results were as expected. Those bodies which were in a tax loss position did not suffer any 
decrease in their ability to provide services as a result of the loss of the tax exemption.  However, all 
the other bodies did.  Their percentage decline in ability to provide services (assuming grants are not 
exempt) ranged between 0 and 9%.  Organisations with different profiles showed different sensitivities 
to the loss of taxation exemptions.  All organisations were sensitive to a decrease in donations and if 
expected donations fell to nil the percentage decline in ability to provide services (assuming grants not 
exempt) ranged between 1.52% and 12.64%. 
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In summary all the charitable bodies reviewed would suffer a decline in their ability to provide 
services if either the taxation exemption was removed or the level of donations fell.  As expected, 
different organisations because of their unique funding profiles were affected differently. 
 
PART III - GENERAL CONSIDERATIONS 
 
The results discussed in Part II of the paper arose from examining financial statements of charitable 
bodies.  There are, however, many more issues arising from a possible review of the current taxation 
treatment which were not matters the that could be discovered from sets of accounts.  They are matters 
which charitable bodies themselves would have information in relation to and which should be 
included in any calculations.  Examples of the "extra information" that arise from a review fo the 
current taxation treatment are as follows: 
 
1. Decreased ability to fund capital acquisitions 
 
If charitable bodies were to pay tax they would be hindered in their ability to provide capital works.  
(Such works are normally not deductible).  In an effort to maximise the amount of services they could 
provide to the public and minimise taxation, they would be forced to incur revenue expenditure instead 
of non-deductible capital expenditure. 
 
Charitable bodies wishing to acquire capital items may be forced to lease or borrow to purchase them 
instead of saving over time to purchase assets as is the current practice.  It is questionable whether 
either of these alternative practices is in the best interests of providing services to the community. 
 
2. Compliance costs 
 
Another matter which needs to be considered is the increased compliance costs that would be placed 
upon charitable bodies if they lost exemption status under any of the federal taxation legislation.  
These bodies currently may not have either the expertise nor the required records to be able to lodge 
income tax returns or fringe benefits tax returns.  These extra compliance costs of record keeping and 
expert advice would further decrease funds available to provide services. 
 
3. Other legislation 
 
This paper has only considered the result of the removal of the income tax exemption and the 
deduction for donations.  The removal of other federal exemptions will also impact upon the 
organisation.  If the organisation is concerned about this they should prepare calculations in relation to 
the effect of the removal of these other exemptions.   
 
Charitable bodies may find that it is not possible to accurately calculate for e.g. the affects of losing 
FBT exemption.  The reason for this is, as outlined above, that the information necessary to make the 
calculations have never been kept by the charitable body. 
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4. Increase in grants 
 
As well as calculating the factors outlined above in Parts I and II, charitable bodies should consider 
including details of the percentage by which government grants and subsidies would need to increase 
to place them in the same position as currently. 
 
PART IV - CONCLUSIONS 
 
There can be no doubt that changes to the taxation environment for charitable bodies will have an 
impact upon them.  Any lessening of their favourable taxation treatment must as a natural consequence 
result in a decrease in their ability to provide services. 
 
It is recommended that all charitable bodies that would be affected by changes to federal taxing 
legislation calculate the effect of possible changes upon themselves. After these affects have been 
calculated, a decision could then be made in relation to any possible submission to the Industry 
Commission. 
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 APPENDIX 1 
 NAME:                                                              
 
 YEAR:                                                               
               $ 
A. Accounting profit before tax 
 
B. Add: 
1.                                                   
2.                                                   
3.                                                   
4.                                                   
5.                                                   
6.                                                   
7.                                                   
 
C. Less: 
1.                                                   
2.                                                   
3.                                                   
4.                                                   
5.                                                   
6.                                                   
7.                                                   
 
D. Taxable Income: 
 
E. Tax Payable: 
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 APPENDIX 2 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 1% represents $73,700 
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 APPENDIX 3 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 1% represents $462,700 
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 APPENDIX 4 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 1% represents $2,200 
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 APPENDIX 5 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 1% represents $126,800 
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 APPENDIX 6 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 1% represents $54,000 
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 APPENDIX 7 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 1% represents $11,000 
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 APPENDIX 8 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: 1% represents $10,100 
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 APPENDIX 9 
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